tlarch 24, 1999

FI4 FACSIMILE ¢202-326-2024}
and VA FEDE 'RESS

Richard BB. Smith, Lsquire

Premerser Wolilication Office _
Bureau of Competition

Federal Trade Commission

& & Pemmsvlvania Avenue, N.W,

Washington, DC 20380

Re:  Joint Operating Arrangcrment ,
Dear Dhcle:

This letter is to contirm our telephone conversation of Mareh 23, 1999, in which you
and T diseussed whether the fling of 2 Norification and Report Foom under the Hart-Scott-Roding
Antitrust mproverments Act of 1976 {"HSE Act") is required in conpection with a joint operating
arrangement between two non-profit corperations with respeet w hospitals owned by euch, The
velevant (aets, as we dispussed in our welephone conversation, are set forth below.

A iza non-protit, non-stock, non-member corporativn thal vwas and oporates a single
hospital. B is a non-profit, non-stock, member corporation thal owns and operales a single hospital,
A and B propose to organize a non-profit (pursusnt Lo Section 3014c)(3) of the Internal Revenue
Code), non-stock, non-member corporation ("NEWCO"), Pursuani to an [ntegration Agreement,
NEWCO would operate A and B as & unified healtheare delivery system (the "System") within a
defined service srea, Pursuant to a separate Managerment Agreement, the parent of B would sct as
manager of the System.

No assels will be conlribuled 1o NEWCQ, other than cash necessary tor starc-up
expenses (which is estimated to be less than $1.G00,000 in the aggregate}. The ownership of A and
B would not changs as a result of the transaction. Each of A and B would relain owncrship of theie
respective assets, and each would maintain its scparate ngme and identity.

The NEWC{ board of direetors would serve as the primary governing body for the
System, The buurd would consist of thirteen voting members, with six appoiated by A and three
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appointed by B. The remazining Four hoatd members would be etected by the nine A and B
appointees. NEWCO"s board would mecl on g myulur basis and exercise onguing authority over the
activities and npeations of the Svsten, subject to the day-to-day managerial authority delepated to
H's parent under the Managemenr Agreemenr. Among the powers of the NEWCO board would be
the following:

E) To approve capital and operating budgets for the System;
(by  To approve strategic partnerships and afMiliations, and

) To recommend fundamental changes in A or B (v.g., umendment of chaner
docurments, sale of substantially all assets, dissolution, merger, liquidation or consolidalion).

The existing Boards of A and B would remain in place and would gxercize autharity
over specifie matters relaled o their respeelive organizations and assets that are nob delegated to
either NEWC O or B's parent, including the fieghl wo approve any fundamenla] chunges recommended
by the NEWCO board,

A "Coatritution IMercentage” would be caleulaled for cach o A and B based on the
relative historical earnings of the hospital owned by each. It is expected that the Contribution
Percentages will be approximately 63% for A and 35% for B, A and B will tund the annual eapita
needs of NLW{) and the Systemn in accordance with the Contribution Percentagea. Tnaddition, the
anmual carnings of NEWCQ and the Svstem will be sharcd by A and B in accordance with their
Contriburion Petcentapes.

The parties would apree to refiain from any affinnative action to teeminate the
Integration Agreement or dissolve the System during the first three years after implemenration:
provided that either & or B may terminate the Apreement unilaterally during the first 18 months if,
among other ressons, continued participation in the Sysiem s not o the besl interests ol the
terminating party. Following such three-year period, the occurrence of certain events will be deemed
te constitate constroclive withdrawal by A or B from the System, following which the non-
withdrawing party may (i} purchase the withdrawing party based on fair marker value; {ii} require
the withdrawing party o purchase the nom-withdrawing party based on fair market value; or (i}
cause Lhe Svstem to be dissolved. In the event of dissolution, the parlies would bue restored o ther
pre-affiliation posilions, w the extent reasonably possible.

It is my understanding, based on our telephone conversation, that the formation of
MNEWOO and the implementation of the joint operating arrangement described sbove ate not
teporiable cvents under the HSR Act.
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Aller vou have reviewed this letter, please confirm by telephone that my
understanding is correct. Your assistance in this matter is grealy appreciated.

Yery truly yours,
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